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Summary

With its great financial reform in 1969 the Federal Republic of Germany pushed through amodel
of cooperative federalism. One of ist central elements is the fiscal equalization scheme between
the states in the federation. After the German reunification there was a shift in science as well as
in the political sphere from this model to one of competitive federalism. From the point of view
of efficiency, there have since been calls for the elimination of fiscal equalization, in particular.
The models from which this conclusion is drawn are extremely restrictive. It will be shown
that it is the distribution of land ownership that decides whether a fiscal equalization scheme
is necessary if governments have unrestricted access to land rent taxation. Moreover, it will be
shown that replacing a tax on rents accruing to the immobile factor of production, land, by a
tax on the mobile factor of production, labor, leads to efficiency as well, if a fiscal equalization
scheme is established. These results are derived by linking the question of the necessity of a
fiscal equalization scheme to the question of the efficient provision of public inputs.

Zusammenfassung

Mit der großen Finanzreform des Jahres 1969 setzte sich in der Bundesrepublik Deutschland das
Leitbild des kooperativen Föderalismus durch. Eines seiner zentralen Elemente ist der Finanz-
ausgleich zwischen den Bundesländern. Nach der deutschen Wiedervereinigung fand sowohl
in der Wissenschaft wie auch im politischen Raum ein Wechsel vom Leitbild des kooperativen
Föderalismus hin zum Leitbild des kompetitiven Föderalismus statt. Ausgehend von diesem
neuen Leitbild wird unter anderem die Abschaffung des Länderfinanzausgleichs gefordert. Die
Modelle, mit deren Hilfe diese Forderung hergeleitet wird, sind jedoch sehr restriktiv. In diesem
Beitrag soll gezeigt werden, dass die Modellierung der Eigentumsverhältnisse bei Grund und
Boden darüber entscheiden, ob ein Finanzausgleich erforderlich ist, wenn die Bodenrenten be-
liebig besteuert werden können. Darüber hinaus wird gezeigt, dass auch die Besteuerung des
mobilen Produktionsfaktors Arbeit zu Effizienz führen kann, wenn ein geeigneter Finanzaus-
gleich stattfindet. Diese Ergebnisse werden aus Modellen hergeleitet, in denen es nicht um die
Bereitstellung öffentlicher Konsumgüter sondern vielmehr um die Bereitstellung öffentlicher In-
puts – also der produktionsbezogenen Infrastruktur – geht.

of proceedings over that matter before the German federal constitutional court.
Within the economic theory of federalism the debate took the following course. Starting
with the articles by Buchanan and Goetz (1972) and Flatters et al. (1974), a large degree of
agreement on the allocatively justified necessity for a fiscal equalization scheme prevailed
until the end of the 1980s (Flatters et al. 1974, pp. 105ff., Stiglitz 1977, pp. 299ff.,
Hartwick 1980, Boadway/Flatters 1982, p. 622). The only question that remained largely
unanswered was whether such a scheme should be achieved with voluntary agreements
between regional governments or whether it should be carried out by a central government
(Flatters et al. 1974, p.108, Boadway/Flatters 1982, p. 622, Stiglitz 1983, p. 39). But
this question also seemed to be answered with the publication of Myers: “While it is
true that interregional transfers are generally required to achieve a Pareto-optimum, it
is also true that the Nash competing regional authorities will make these transfers in
their own self-interest” (Myers 1990, p. 144). Soon thereafter, however, a change set in.
Krelove (1992, p. 149) showed that, from the point of view of efficiency, although private
consumption goods should flow from one region to another, these transfers should not be
organized by the state while maintaining the efficient taxation of land rents (see Wellisch
2000, pp. 106ff., too). This result was reinforced by Richter and Wellisch (1996). One
of their main conclusions was that in their model of a two-class society even the flow
of private consumption goods is not needed from the point of view of efficiency as long
as local governments have unrestricted access to land rent taxation: “It is important to
note that the present model does not require interregional transfers to sustain efficiency”
(Richter/Wellisch 1996, p. 79, see Richter/Wellisch 1993, p. 447, too).1 Homburg came to
the same conclusion: “In a stationary state (emphasis, V.A.) infrastructure is distributed in
an efficient manner provided that no fiscal equalization scheme exists” (Homburg 1993,
p. 467, my translation). He then summed up the debate in 1997 as follows. “After this




